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Organisasi di keseluruhan industri melaksanakan pengurusan risiko enterprise (ERM) 
kerana ia dapat menyumbang nilai yang ketara. Banyak organisasi cuba yang terbaik 
untuk melaksanakan ERM dengan mengintegrasikannya dalam strategi perniagaan 
mereka. Walau bagaimanapun, pelaksanaan ERM bukanlah mudah. Ia adalah satu 
pelaburan yang mahal. Isunya ialah, adakah pelaburan ini benar-benar membantu mereka 
dalam mewujudkan atau meningkatkan nilai firma? Hanya beberapa kajian empirikal 
telah dijalankan ke atas perkaitan nilai ERM dan kebanyakannya menggunakan 
pengumuman  Ketua Pegawai Risiko sebagai proksi untuk pelaksanaan ERM. Kajian ini 
memberikan bukti empirikal mengenai penciptaan nilai ERM. Ia mengkaji sama ada 
amalan ERM dan pematuhan tadbir urus korporat boleh mewujudkan nilai kepada 
syarikat-syarikat penyenaraian awam di Malaysia.Pengenalan kepada  Kod Tadbir Urus 
Korporat Malaysia (MCCG) 2000 yang dikaitkan dengan syarat-syarat penyenaraian 
awam Bursa Malaysia pada tahun 2001 digunakan sebagai proksi untuk pelaksanaan 
ERM dalam syarikat penyenaraian awam. Perbandingan hasil kajian menunjukkan 
bahawa Kod Tadbir Urus Korporat 2007 (MCCG2007) tidak memberikan hasil yang 
diingini, kerana nisbah leveraj bukan kewangan adalah jauh lebih rendah selepas 
pelaksanaan Kod Tadbir Urus Korporat 2007 (MCCG2007). Walau bagaimanapun, 
kajian lanjut mendapati bahawa Kod Tadbir Urus Korporat 2000 (MCCG2000) 
menghasilkan keputusan yang lebih baik, di mana nilai syarikat bukan kewangan telah 
meningkat dengan ketara selepas pelaksanaan kod yang pertama. Hasil kajian juga 
menunjukan bahawa terdapat kesan yang pelbagai pada kedua-dua set sampel ke atas 
perbezaan pembolehubah nisbah kewangan dan aspek pengurusan risiko. Walau 
bagaimanapun, secara kesimpulannya prestasi kedua-dua syarikat bukan kewangan dan 
kewangan telah bertambah baik selepas pelaksanaan kedua-dua kod tadbir urus. Akhir 
sekali, berkenaan objektif terakhir kajian ini, didapati bahawa setiap sampel dipengaruhi 
oleh perbezaan set pembolehubah. Syarikat-syarikat bukan kewangan dipengaruhi oleh 
hampir semua pembolehubah tetapi menghasilkan perlarasan r-square kurang berbanding 
dengan syarikat-syarikat kewangan yang dipengaruhi oleh pembolehubah tunggal tetapi 
menghasilkan perlarasan r-square yang tinggi. Alasan munasabah berlakunya perbezaan 
ini adalah persekitaran dan peraturan dalam operasi mereka. 
 
Kata kunci: Pengurusan risiko enterprise, tadbir urus korporat, nilai pemegang saham, 






Organizations across all industries implement Enterprise Risk Management (ERM) 
because it can provide significant value. Many organizations try their best to implement 
ERM by integrating ERM in their business strategy. However, implementing ERM is not 
easy. It is a costly investment. The issue is, does this investment truly help the companies 
in creating or enhancing firm’s value? Only a few empirical studies have been conducted 
on the value relevance of ERM and most of them used Chief Risk Officer (CRO) hiring 
announcements as a proxy for ERM implementation. This study provides empirical 
evidence on the ERM value creation. It examines whether the ERM practices and 
corporate governance compliance can create value to Malaysian public listed companies 
(PLCs). The issuance of Malaysian Code on Corporate Governance (MCCG) 2000 which 
is linked to the Bursa Malaysia Listing Requirements in 2001 is used as a proxy for ERM 
implementation in PLCs. At a glance, comparative test result suggests that MCCG2007 
does produce the desired outcome, as the non-financial leverage ratios are significantly 
lower after the implementation of MCCG2007. However, further examination reveals 
that MCCG2000 produces a better result as non-financial companies firms’ value has 
improved considerably upon the first code implementation. The results also insinuate that 
there is a mixed effect on both set of samples on different variables of financial ratio and 
risk management aspect. Nonetheless, it can be concluded that the performance of both 
non-financial and financial companies has been improved upon the MCCGs 
implementation. Lastly, concerning the last objective of this study, it is found that each 
sample is influenced by different set of variables. The non-financial companies are 
influenced by almost all variables but produce less adjusted r-square compares to 
financial companies that are influenced by a single variable yet produces higher adjusted 
r-square. Plausible reasons for the differences to occur are environment and regulations 
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1.1 OVEVIEW OF RISK MANAGEMENT 
Implementing risk management is no longer a choice. Recent crises in the global 
financial system have highlighted the importance of risk management and firms 
that incorporated risk management in their operations have experienced better 
performance than their competitors. Unmanaged risk is the greatest source of 
waste and can have a damaging effect not only to the companies but also to the 
employees and communities as a whole. 
 
Consequently, most of companies recently have come to view risks not as 
hazards, but as opportunities. Such opportunities can generate and add value, and 
that value, in turn, creates shareholder wealth, which is the ultimate goal of any 
company. Factors like globalisation, deregulation, high competition, technological 
advances, increased customer demand and the threat of terrorism are risk factors 
that affect the business environment of companies. These factors create both pure 
and speculative risks that have an effect on business performance. Thus, in order 
to achieve a company’s goals, risk has to be managed or controlled in an 




Effectively managing or controlling the factors that cause risk can result in market 
leadership, increasing a company’s growth and investor’s confidence (Meier, 
2000).  Corporate entities believe that the successful operation of any business 
depends on risk management (Archer, 2002). This has been highlighted by 
Doherty (2000) that there is evidence in terms of theories that show how value 
can be created from the adoption and application of risk management and how 
risk can also destroy corporate value. In essence, risk management has indeed 
now become a global issue and is considered highly essential for all types of 
organisations in the world.  
 
The growing concern over risk management is not only regarding organisations, 
but also individuals and society at large (Wharton, 1992). For example, 
stakeholders are more interested in management accountability and regulators 
have become more focused on corporate governance. Risk management is viewed 
as an important tool that enables an organisation to develop toward its goals and 
objectives, to strengthen its corporate governance, and at the same time to fulfill 
its obligation toward stakeholders. Failure to improve the risk management 
process can cause severe financial loss and damage to reputation.  This will be 
reflected in stakeholders’ confidence and trust.  
 
However, risk management that began as a field in the early 1950s was limited in 
scope to pure loss exposures only where risks were managed through controlling 
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and financing techniques. Insurance has been the most popular financing 
approach in managing corporate risk. It has been used to manage property, 
liability, and related insurable risks. This approach is known as Traditional Risk 
Management (TRM). Under this approach, risks are managed by independent 
departments or units where each group has its own languages, skills and 
procedures.  
 
The global and the specific company environmental change of risk and the 
complexity and speed of these changes have increased the uncertainty and risk in 
the organisation. These rapid changes have shown that managing risk by isolation 
is no longer suitable because the traditional risk managers have failed to develop 
skills that would allow them to contribute to the broader idea of integrated risk 
management approach within their business entities (Conley, 1999) and to 
consider shareholders wealth in the decision making process (Meier, 2000). Thus, 
most of the organisations now have moved from the traditional way of risk 
management to enterprise risk management (ERM).  
 
This new concept of risk management considers and manages all sources of risk, 
regardless of the type. It engages everyone within the entire organisation, starting 
from the very top at the governance level, right down to the bottom at the ordinary 
level of employees. ERM involves managing the risk of a potential loss within an 
organisation (downside) as well as the opportunity (upside) created from a 
systematic risk. It addresses not just a hazard risk, but also financial, strategic and 
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operational risks and these types of risks are treated in a single portfolio of risk. 
ERM is a rigorous approach where companies could assess and address all types of 
risks from all sources within an organisation. The risks that become threats to the 
achievement of companies’ objectives have to be avoided, reduced, retained or 
transferred, whereas risks that are considered as opportunities have to be exploited. 
 
1.2 CORPORATE GOVERNANCE AND RISK MANAGEMENT INITIATIVE 
In ensuring that ERM is effectively implemented, a risk management initiative 
has been integrated as one of the important part of corporate governance code in 
many countries in the world. Most of the countries, including Malaysia, have 
introduced their corporate governance codes and risk management initiatives. 
This code of conduct provides guidelines to organisations with the expected 
standard of behaviour regarding fraud, customer service, stakeholders’ 
requirements, and company’s performance (Knight, 2006). Corporate governance 
initiatives are developed through corporate governance bodies and institutional 
investors. Risk management is explicitly linked with corporate governance 
standards and has been cited as a key responsibility of the board of directors. This 
regulation is applied to the public listed companies (PLCs) and some of 
requirements have been legislated while some are simply recommended. 
 
Essentially, within the Malaysian environment, efforts toward developing better 
guidelines for the corporate governance have been intensified since 1960s under 
the provisions of the Companies Act 1965 and other relevant legislations, such as 
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the Companies Regulation 1966 and the Securities Industries Act 1983. The 
establishment of the Securities Commission (SC) of Malaysia in 1993  enhanced 
the corporate governance standard in Malaysia.  
 
In fact, after the Asian financial crisis in the second half of 1997, the discussion 
on corporate governance has gained its impetus in Malaysia as well as other East 
Asian countries. The crisis was triggered in Thailand and then spread to other 
countries, including Malaysia, Indonesia, South Korea, and Philippines. There 
were many reasons that contributed to the causes of the crisis. The weaknesses of 
domestic policy were one of the reasons, where poor corporate governance and 
risk management have been found as part of the reason (Zulkafli, Samad, & 
Ismail, 2007).  The 1997 Asian financial crisis had affected some of the PLCs in 
Malaysia and poor risk management was cited as the main reason (Jin, 2001). 
According to Zulkafli et al., (2007, p.3), the “poor risk management was reflected 
by weak corporate governance and limited investment in risk management 
technology”. 
 
Consequently, after the Asian financial crisis in 1997, corporate governance has 
been actively promoted especially to the corporate sector in Malaysia. Meanwhile, 
in order to improve corporate governance, the concept of ERM is also being 
developed among companies in the sector. This is due to the fact that the effective 
risk management approach can strengthen the corporate governance process. 
Importantly, good corporate governance could increase the investor’s confidence. 
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The corporate governance mechanisms ensure that investors or shareholders 
would receive adequate returns on their investments (Zulkafli et al., 2007). The 
measurements in the area of corporate governance were set up to improve in the 
aspect of transparency, fairness, accountability and responsibility. Good corporate 
governance “is the key to a robust and competitive corporate sector, which serve 
as a source for sustainable economic growth” (Zulkafli et al., 2007, p.6). 
 
The initiative of corporate governance in Malaysia started with the establishment 
of the High Level Finance Committee on Corporate Governance in March 1998. 
The purpose is to examine the robustness of the efforts on corporate governance 
in coping with the rapid changes of the global capital market environment. On 
March 2000, the MCCG was released. The code “provides guidelines on the 
principles and best practices in corporate governance and the direction for the 
implementation as well as charts the future prospects of corporate governance in 
Malaysia” (Zulkafli et al., 2007, p. 4). The Code incorporates risk management as 
part of good corporate governance practices. Later, the Revised Code on 
Corporate Governance was amended in October 2007. The requirement on best 
practices of the Code is voluntary. The Revamped Listing Requirements of Bursa 
Malaysia was introduced in 2001 to provide a mandatory statement of compliance 






1.3 BURSA MALAYSIA LISTING REQUIREMENTS 
The Bursa Malaysia Revamped Listing Requirements has been incorporated with 
the recommendations made by the Malaysian code to enhance corporate 
governance and investor protection. There are two main impacts of listing 
requirements on corporate governance (O’Neill & Martin, 2003). Firstly, it 
requires the PLCs to disclose their application on the best practices of corporate 
governance and compliance with the code in their annual report. Secondly, it 
imposes continuous obligations on the PLCs. In Malaysia, the requirements have 
become mandatory. 
 
The obligation of corporate governance and internal control by listed companies 
are clarified in corporate disclosure under the Bursa Malaysia Securities Berhad 
Listing Requirement under Practice Note 9/2001. The requirements impose upon 
the listed companies the mandatory obligation to make immediate disclosure of 
material information including risk management practices in the annual report to 
the shareholders and other stakeholders. With the requirements, it would possibly 
assist the public listed companies to successfully implement the risk management 
and achieve their objectives. 
 
The combination of MCCG and Bursa Malaysia Listing Requirements indicate 
that corporate governance and risk management are the main focus areas among 
the Malaysian companies, particularly the PLCs.  Although the ERM concept is 
still new in Malaysia, there are positive indications that ERM is beginning to 
8 
 
receive much attention with the topic being widely discussed on an industry-wide 
basis. 
 
1.4 MALAYSIAN PUBLIC LISTED COMPANIES (PLCs)  
Significantly, “the notion of ‘enterprise-wide’ risk management evolved in the 
‘for-profit’ sector” likes PLCs (Whitfield, 2003, p.6). Multinational companies 
and PLCs have been found as those companies that have a tendency to adopt the 
ERM programme rather than other types of companies (Miccolis et al., 2001). 
Indeed, the MCCG provides the provision on risk management practices, which is 
applicable to the all PLCs in Malaysia. Bursa Malaysia defined listed company as 
“a company whose shares are listed on a recognised stock exchange”.  
 
In term of risk management implementation, financial companies of the service 
sector face the most challenging situation compared to the other sectors because 
they are highly exposed to financial risk, which is more complex and requires a 
broad skill and knowledge with specific tools to manage these risks. Financial 
companies are required to practice risk management effectively, where they are 
highly regulated compared to other types of companies (Banham, 2000; Bies, 
2004).  
 
Besides the MCCG, all financial companies, specifically companies in the 
banking sector have to comply with the Basel Capital Accord. It has been 
accepted as a voluntary guide by many Asian countries (Sherman & Neale, 2003). 
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The detailed implementation guideline in Malaysia is through Bank Negara 
Malaysia (BNM) regulations and it is mandatory. Sherman and Neale (2003, p.2) 
stated that “the key success of banking sector in Asia is lies in continuing 
development of strong managerial process, carried out by well-trained staff in a 
positive risk management culture”. 
 
However, with the Malaysian Code on Corporate Governance and Listing 
Requirement, other types of companies inclusive of non-financial companies from 
the service sector, are required to effectively implement a risk management 
programme. The service sector is the key driver of economic growth (Francois & 
Kenneth, 1996; Wee, 2002) and as a prerequisite (Kanapathy, 2003) for economic 
development, and its linkage with the other sectors of the economy.  
 
1.5 PROBLEM STATEMENT 
Enterprise Risk Management (ERM) has become a global issue and received 
much attention already in this part of the world including Malaysia for all types of 
organizations regardless of their sizes. Basically, the paradigm shift of the ERM 
approach from TRM arises from the increasing of challenges in internal and 
external factors of risk and the disintegrating approach of TRM; secondly, the 
occurring of recent corporate scandals and financial collapses; thirdly, the 
increasing concern on corporate governance issues; and fourthly, the driving 




ERM is a rigorous approach where companies could assess and address all types 
of risks from all sources within an organisation. It requires full commitment and 
support from top management; demands all employees to be responsible for 
assessing and responding to risk; needs a wide range of tools, methodologies and 
a unifying framework. In addition, ERM requires risks to be managed in a 
portfolio based across organization rather than a separate department unit.  
 
In ensuring that this current risk management approach is effectively 
implemented, a risk management initiative has been integrated as one of the 
important part of corporate governance code in many countries in the world. Most 
of the countries, including Malaysia, have introduced their corporate governance 
codes and risk management initiatives. This code of conduct provides guidelines 
to organisations with the expected standard of behaviour regarding fraud, 
customer service, stakeholders’ requirements, and company’s performance 
(Knight, 2006).  
 
In Malaysia, the 1997 Asian financial crisis had affected one tenth of the 800 
public-listed companies on the Bursa Malaysia and poor risk management was 
cited as a major factor of the companies’ failure (Jin, 2001). This has caused more 
severe corporate governance problems in publicly listed companies. The problems 
include ineffective board of directors, and lack of awareness and responsibilities 
among members of boards. Subsequently, after the crisis, the issue of corporate 
governance has received much attention in Malaysia where the government 
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directly emphasised the listed companies to be more proactive in controlling risk 
and maintaining good reporting.  
 
Malaysian Code on corporate governance 2000 states that risk management is one 
of the principal responsibilities of the board of directors. The 3
rd
 and the 6
th
 of 
principle responsibilities of the BOD on the Best Practice Provision AA1 in Part 
2, requires the board to understand the principal risks of all aspects of the business 
in order to achieve a proper balance between risks incurred and potential return to 
shareholders, and to ensure that there is a sufficient framework of reporting on 
internal financial controls and regulatory compliance. The requirement on best 
practices of the Code is voluntary. The Revamped Listing Requirements of Bursa 
Malaysia was introduced in 2001 to provide a mandatory statement of compliance 
with the Code. 
 
As a new trend, the ERM implementation is relatively recent particularly in 
Malaysia. It is important to highlight that most of the studies on ERM revealed 
significant findings in terms of the important relationship between ERM and 
value creation, which is primarily based on the respondents’ perception and 
belief. Their perception and belief are based on their knowledge and experience in 
real practices (see Miccolis et al., 2001; Barton et al., 2002; Tillinghast-
TowersPerrin, 2002; PriceWaterHouseCoopers, 2004a; 2004b). Furthermore, 
most of the documented evidence on ERM is limited to the trade press and 
industry survey, which have been created by consultant firms, professional 
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accounting associations, or internal auditors, rather than an empirical 
investigation by the academic community (Leech, 2002; Liebenberg & Hoyt, 
2003). For this reason, the aim of this study is to look into an empirical study of 
whether the companies that implement ERM have a better performance in 
increasing shareholder value in Malaysian companies. The purpose of this study is 
to assess whether ERM theory and practice in other countries can be applied to 
the business environment in Malaysia.  
 
1.6 OBJECTIVE OF THE STUDY 
The aim of the study is to evaluate whether the enterprise risk management 
implementation has an impact on the shareholder value among Public Listed 
Companies (PLCs) in Malaysia. This study attempts to achieve the following 
objectives: 
1. To determine the effect of MCCG compliance and Bursa Malaysia Listing 
Requirement on company’s performance.  
2. To examine the firm value of post MGGCs implementation . 
3. To determine the influence of risk management practices in enhancing 








1.7 RESEARCH QUESTIONS 
This study attempts to answer the following questions: 
1. Does company implement risk management to comply with Malaysian 
Code of Corporate Governance and Bursa Malaysia Listing Requirement 
has an impact on company performance? 
2. Are financial companies more successful than non-financial companies in 
risk management practices? 
3. Is the risk management practice successful in increasing shareholder 
value? 
 
1.8 SIGNIFICANCE OF THE STUDY 
This study examines whether the risk management effort made by PLCs 
successively achieve the objective of value creation. Since there is limited studies 
on this topic that have been done in Malaysia, this research become a valuable 
research and would serve as an important indicator on the level of ERM practices 
among Malaysian companies, especially those in the PLCs.   
  
1.8.1 Theoretical Contribution 
This research contributes to the extant literature in two ways. Firstly, 
theories from the literature will be used as a basis for the analysis to 
provide a better understanding of the Malaysian situation. The outcomes 
of this analysis will be used as evidence for the applicability of theories. 
Secondly, it provides evidence on value relevance of ERM and corporate 
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governance compliance with a new data-set by using MCCG as a proxy 
for ERM implementation. 
 
1.8.2 Practical Contribution  
The findings of this research will benefit several parties. Profit 
organisations like the PLCs, could gain benefits by getting a clearer 
picture on the EWM practices among them. Moreover, this research would 
provide a better and more comprehensive understanding on the significant 
of risk management implementation towards value creation in an 
emerging capital market. 
 
The information provided by the study can also benefit other types of 
organisation as well for example, private companies and small and 
medium size enterprises (SMEs). This is because they share similar 
objectives, which are to maximise shareholder or owner wealth, increase 
management accountability of the organisation, and increase stakeholder 
(investors, customers, creditors and suppliers) and regulator’s confidence.   
 
1.9 SCOPE OF THE STUDY 
The scope of this study encompasses all companies listed in Bursa Malaysia 
excluding those listed in ACE and then MESDAQ counters. As this study covers 
two distinctive period accordingly to MCCGs adoption; MCCG2000 and 
MCCG2007. Moreover, this study uses 2010 listed companies in Bursa Malaysia 
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as it initial sample selection to avoid survival issues. Further elaboration on the 
scope of the study is discussed in the methodology section of this study. 
 
1.10 LIMITATION OF THE STUDY 
Most of the studies in ERM and shareholder value or firm’s performace used the 
CRO appointment such as in Beasley (2005), Pagach and War (2010), Hoyt 
andLiebenberg (2011), and S&P ERM rating such as in McShane, Nair and 
Rustambekov, (2011) as a proxy for ERM implementation. The lack of effective 
proxies for ERM implementation has become a barrier for a researcher and the 
reason of the limited research in this field (McShane et. al, 2011).  
 
It becomes a limitation for the study when analysis for market characteristic could 
not be ascertained because in Malaysia there is no news or indication in the media 
or other sources that show the exact date of ERM adoption. Thus, the researcher 
decided to use the issuance of Malaysian Code on Corporate Governance in 2000 
and Bursa Malaysia Listing Requirement in 2001 as a proxy of ERM 
implementation among the PLCs in Malaysia. 
 
In the MCCG 2000, risk management is one of the principal responsibilities of the 
board of directors (BOD). It is stated in the 3
rd
 and the 6
th
 of principle 
responsibilities of the BOD. The requirement on best practices of the Code is 
voluntary. The Revamped Listing Requirements of Bursa Malaysia was 
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introduced in 2001 to provide a mandatory statement of compliance with the 
Code.  
 
1.11     OUTLINE OF THE REPORT 
This report consists of five chapters. Chapter 1 presents the overview of the 
research, which is regarding the motivation for study, purpose, importance of the 
study, scope and limitation of the research. 
 
Chapter 2 reviews the relevant literature on the defined research problem, 
including ERM concepts, corporate governance and shareholder value.  
 
Chapter 3 highlights the research design including the sampling methods and 
methodologies used to attain the research objectives.  
 
Chapter 4 provides the findings and discussions on test results obtained from three 
(3) main focus of the study, namely; i) the impact of MCCGs to companies’ 
performances; ii). the companies’ performances post MCCGs implementation and 
iii) the influence of accounting/financial ratios to shareholders’ wealth. 
 
Chapter 5 ends the research study with a conclusion and recommendation. Firstly, 
a conclusion of the overall research is discussed. Then, the recommendations for 










Traditionally, risk management had been practised for thousands of years 
(Bernstein, 1996). However, the formal risk management existed only in the 
twentieth century with the development of probability theory (Merna & Al-Thani, 
2005). According to Vaughan (1997), the risk management term first appeared in 
Business Harvard Review in 1956 by Russell Gallagher and there were a few 
other articles from that era, which discussed about company’s managing insurable 
risks as well as the corporate purchases of the insurance coverage. That kind of 
risk management is known as Traditional Risk Management (TRM).  
 
Generally, the role of risk management is to reduce property, human, and financial 
losses (Eick, 2003). Specifically, the purpose of risk management within an 
organisation is “to reduce the possibility of future events harming an organisation 
and control the probability that results will deviate from the expected” (Zech, 
2001, p.2), to reduce the cost of pure risks and set out safety and disaster 
management by providing adequate coverage through an insurance technique 
(Baranoff, 2004) and, “to enable an organisation to progress towards its goals and 
objectives” (Williams, Smith & Young, 1995, p.27). From the perusal, TRM is 
seen as more on the matters of safety and security than value creation. 
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Realising the shortcomings of traditional risk management capabilities, especially 
in today’s environment of risks, many of the organisations are starting to expand 
their TRM approach into integrated risk management approach. This new field of 
risk management is being developed and linked to organisational vision, mission, 
and strategies (Whitfield, 2003). In recent years, there has been an increasing 
amount of literature in risk management, particularly in a new perspective of risk 
management that is known as Enterprise Risk Management. Table 2.1 
demonstrates the risk management paradigm shift from TRM to ERM, where risk 
management has moved from a silo- based approach to the enterprise-wide 
approach. 
 




Risk as individual hazards 
 
Risk in the context of business strategy 
Risk identification and assessment         
 
Risk “portfolio” development 
Focus on all risks 
 







Risks with no owners 
 
Defined risk responsibilities 
Haphazard  risk quantification 
 
Monitoring and measurement 
Risk is not my responsibility 
 
Risk is everyone’s responsibility 







2.2 ENTERPRISE RISK MANAGEMENT 
There are many definitions given for the ERM concept. For example, Tillinghast-
Tower Perrin defined ERM as in Miccolis and Shah (2000, p.4):  
 
“A rigorous approach to assessing and addressing the risks 
from all sources that threaten the achievement of an 
organisation’s strategic and objective. In addition, ERM 
identifies those risks that represent corresponding opportunities 
to exploit for competitive advantage”.  
 
Deloach (2000, p.5) defined ERM as:  
 
“A structured and disciplined approach: it aligns strategy, 
processes, people, technology and knowledge with the purpose 
of evaluating and managing the uncertainties the enterprises 
faces as it creates value.”      
 
The definitions signify that ERM is a comprehensive approach of risk 
management by looking at a portfolio view of risks; a process that aligns with the 
company’s strategy; and involves employees at all levels of the organisation. Its 
implementation is for the purpose of increasing shareholder value.  
 
There are four important issues in the ERM concept. Firstly, ERM views risk as 
being more complete, consistent, and collective rather than focusing only on 
hazard or financial risk (Davenport & Bradley, 2001). Secondly, ERM is a 
process. Thirdly, the ERM’s concept encompass that everyone within an 
organisation is responsible for managing risks. Finally, the ERM underlying 
concept is that each type of organisation whether profit, non-profit, or government 
agency, provides value for its stakeholders (COSO, 2003). 
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ERM deals with both insurable and uninsurable risks. Hazard risks and financial 
risks are considered to be manageable and insurable whereas operational risks and 
strategic risks are uncontrollable and uninsurable (Beneda, 2005). Financial, 
operational, and strategic risks have become more important compared with 
hazard risks and they will effect on shareholder value. A survey by Mercer 
Management Consultants found that 10 percent of the Fortune 1,000 companies 
suffered loss of more than one quarter of their shareholder value from 1993 to 
1998, which were caused by strategic risks (58 percent), operational risks (36 
percent), financial risks (6 percent), but none from hazard risk (Hulihan, 1999). 
Decrease in customer demand and competitive pressure had been found as the 
most primary causes for the loss of shareholder value.  
 
Reputational risk has been discovered as the greatest threat to organisations in 
surveys conducted by Economic Intelligence Unit (2004) and Aon (2005).  This 
risk, which is known as intangible or soft asset is crucial to be protected even 
though it is not included in the financial statement since it has an effect on an 
organisation’s value (O'Hara, 2006). A survey by the Economic Intelligence Unit 
(2004) revealed that most of the Chief Executive Officers that have been 
interviewed agreed that reputational risk is the most important threat to their 
company’s market value. Since reputation is one of the most important assets for 
organisations (Whitfield, 2004), therefore it has to be protected in order to 




These different types of risks have different characteristics and by combining all 
risks in the ERM concept, the total level of risks can be reduced (KPMG, 2001; 
Kleffner, Lee, & McGannon, 2003a). The types of risks also differ from one 
industry to another industries and it depends on the company’s risk appetite. The 
risk classification, which is developed by the researcher based on literature 
review, is shown in Table 2.2. 
 





Type of risks 
Hazard Known as pure risk in TRM. It includes many types of external risks 
which traditionally have been insured by companies such as liability 
risk, property risk, environmental risk, life and health risk, and loss of 
income risk. 
 
Financial Risk that will affect an organisation in loss of assets. Financial risks 
cover market risks such as fluctuation in interest rates, commodity 
risks, liquidity risks, and credit risks. 
 
Operational Risk that affect an ongoing management process in an organisation. 
PriceWaterHouseCoopers (2002, p.14) defined operational risk “as 
the risk of direct or indirect loss resulting from inadequate or failed 
internal processes, people and systems or from external event”. 
Customer satisfaction, product development, management fraud, and 
human resource are risks that are categorised under operational risks. 
 
Strategic Risk that affect the ability of an organisation to achieve the goals. 
This type of risk includes business risk, competitor risk, customer 
risk, brand risk, supplier risk, and product risk. 
 
Compliance Defined as “risk that effects compliance with externally imposed laws 
and regulations as well as with internally imposed policy and 
procedures concerning safety, conflict of interest, and the like” 
(Harwell, 2003, p.13). 
 
Reputation Refers to the public image of institutional businesses that affects an 






Secondly, ERM is a process. According to Black (2003), ERM is a framework 
that involves a process of identifying, defining, quantifying, comparing, 
prioritising, and treating all types of risks facing an organisation (Blake, 2003). 
Blake added that the ERM process requires a wide range of tools and 
methodologies, which helps to explain the relationship between risk profile and its 
impact on shareholder value.  
 
However, there are different perceptions that occur between several authors 
regarding ERM. According to Davenport and Bradley (2001), ERM is a fad and 
the concepts are only great in terms of theory, but it cannot be practically 
implemented. As for Stroh (2005) and Pickett (2006), ERM is not a fad or tool, 
but a technique and mathematical formula that are used to solve risk management 
problems. Meanwhile, some authors observed ERM as management tools for 
establishing an effective internal control system (Miccolis et al., 2001; Peterson, 
2006). For Stroh (2005), ERM is a discipline, concept, and philosophy which is 
meant “to identify risk factors in a business, then assess their severity, quantify 
the magnitude, and mitigate the downside exposures while capitalising on the 
upside opportunities” (p.28). On the other hand, Pickett (2006) did not agree that 
ERM is a concept. He stressed that ERM is about a process that works at all levels 
of the organisation and supports a company’s strategy in an integrated way so as 
to add value and contribute to the bottom line. This statement supports the 




Thirdly, the ERM’s definitions encompass that everyone within an organisation is 
responsible for managing risks. ERM actually involves the overall human 
resource, that is, people at all levels of the entire organisation. Waite (2001) 
summarised in general that the responsibility of risk management should be 
shared among the three important categories in an organisation, namely, the board 
of directors, management, and employees. 
 
The ERM programme is initiated by the board of directors and they are primarily 
responsible for risk management activities in order to safeguard a company’s 
asset. The successful implementation of ERM highly depends on the efficiency 
and the effectiveness of the management, where it is required to identify and 
evaluate the company’s risks and to design, operate, and control an internal 
control system to address those risks (Waite, 2001).  The employees, as bottom 
level staff, also play an important role in the ERM implementation. They are 
responsible for the daily operation of the internal control system.  In essence, 
ERM is not just about responsibilities, but it is the way how people work and the 
way they relate to the strategy and growth in order to achieve the company’s 
objective (Pickett, 2006).  
 
Finally, the ERM underlying concept is that each type of organisation whether 
profit, non-profit, or government agency, provides value for its stakeholders 
(COSO, 2003). This had been stressed in the definitions of ERM and in the ERM 
concept itself. The ERM definition by Deloach (2000) and COSO (2004), and 
24 
 
studies done by Miccolis and Shah (2000), KPMG (2001 & 2005), Kleffner et al. 
(2003b) and Tillinghast-TowerPerrin (2002 & 2004) showed the important role of 
ERM in creating shareholder value in an organisation. Miller (1992), Deloach 
(2000), Stroh (2005) and Panning (2006) agreed that the function of ERM is to 
drive value creation, either in terms of financial and non-financial aspects.  
 




Corporate governance has been found as one of the primary reasons for 
companies to adopt ERM (Miccolis et al., 2001; Kleffner et al., 2003a; Sherris, 
2007).  Corporate governance addresses the elements of organisational control 
systems and processes; relationships between the board, shareholders, and other 
stakeholders; shareholder interest; and emphasises on transparency and 
accountability (Mallin, 2003). It can be a leading indicator of strong internal risk 
control (Anonymous, 2001), while risk management is a key component of 
internal control. Risk management can assist the governance level (board of 
directors) to achieve their responsibilities. Indeed, an effective internal risk 
control is a key element of sound business performance (Lipworth, 1997).  
 
Corporate governance and risk management are interrelated and they are 
interdependent. The stability and the improvements of the company’s 
performance are highly depended on the effective role of both components.  The 
element of control is one of the corporate governance roles, while a controlled 
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environment is developed from the risk management process (Knight, 2006). As 
mentioned by Knight (p.11) “corporate governance may be regarded as the glue 
which holds an organisation together in pursuit of its objective. Risk 
management provides the resilience”. In fact, the ERM concept and practice 
have been observed as “a vital engine for strengthening corporate governance” 
(Bowling & Rieger, 2005, p.33).  
 
Good corporate governance is an environment where the boards and the top 
management provide quality management to enhance a company’s performance 
in the interest of shareholders (Mobius, 2002). It is the systems and processes that 
are used to protect shareholders as well as other stakeholders, and risk 
management is one of the components of corporate governance. Thus, Knight 
(2006, p.11) defined corporate governance in relation to risk management as “the 
way in which an organisation is governed and controlled in order to achieve its 
objectives. The control environment makes an organisation reliable in achieving 
these objectives within an acceptable degree of risk”. 
 
Large companies like Baring Bank, Enron Corporation, Merrill Lynch, 
Worldcom, and other leading companies had lost billions of dollars in shareholder 
value because of poor governance (Bank & Dunn, 2003). The corporate 
governance problems include lack of awareness, enforcement and responsibilities 
among the board of directors, and also ownership concentration and shareholders 
passivity (Meng, 2003).  The fall of Enron, a natural gas company, had been cited 
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as primarily caused by corporate governance failure and a weak risk management 
process (Goldman Sachs & Co. & Swiss Bank Corporation, 1998, p.25). Lack of 
control, insufficient governance, and management oversight of Enron Corporation 
had breached their duties to safeguard Enron shareholders (Rosen, 2003). Also, in 
the East Asian financial crisis in 1997, weak corporate governance (Mitton, 2002) 
and poor risk management (Jin, 2001) have been found as the main factors of 
companies’ failure.  
 
Since then, corporate governance and risk management have become a global 
issue. A Corporate governance code had been introduced by many of the 
countries. In 2000, Malaysia had introduced the Malaysian Code on Corporate 
Governance. As the code was released, more than half (67 percent) of Directors in 
PLCs expected that their role to be significantly affected by the Code and only 
20.0 percent were not sure of the impact (PriceWaterHouseCoopers, 2001). 
Meanwhile, the study by Kleffner et al. (2003b) revealed that by having the 
Toronto Stock Exchange (TSE) guideline, the board committees of PLCs in 
Canada have become more focused in their interest on risk management. In 
addition, it has been discovered that the companies which have good corporate 
governance practices can “increase the efficiency of capital allocation within an 
across firms, reduce the cost of capital for issuers, help broaden access to capital, 
reduce vulnerability to crises, foster saving provisions, and render corruption 
more difficult” (Meng, 2003, p.1), and also can “prevent value destruction” 
(Monks, 2002, p.118). 
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Strong risk management and governance also have been enforced specifically in 
the financial industry especially after the failure of many of financial companies 
and other factors that increase the risks. Regulators are emphasising risk 
management in financial companies and requiring greater capital adequacy to 
protect the public default (Banham, 2000). While as for non-financial companies, 
corporate governance compliance has been cited as the most motivation factor for 
them to implement ERM (Manab, Hussin & Kassim, 2010). 
 
KPMG (2005) reported that most organisations from a survey (85 percent) agreed 
that their organisations’ risk management practices supported strong corporate 
governance. Corporate governance significantly improved management 
accountability, and improved reporting to the board and audit committee (Walker 
et al., 2003). 
 
From the above discussion, corporate governance and shareholder value have 
both been identified as the main motivational factors for corporate entities to 
adopt and implement the ERM programme. ERM is believed to “provide a solid 
foundation upon which companies can enhance corporate governance and deliver 
greater shareholder value” (Bowling & Rieger, 2005b, p.29). 
 
2.4 ERM PRACTICES 
In the study on a trend and emerging practices of ERM, Miccolis et al. (2001) 
found that ERM programme tends to be adopted by larger organisations which are 
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publicly listed companies and multinationals companies. Tillinghast-Towers 
Perrin (2002) identified that having the ERM framework, Chief Risk Officer 
(CRO), and ERM Committee are the signs of ERM adoption.  In terms of ERM 
implementation, Casualty Actuary Society (2001) found that vendors (brokers, 
agents, consultants, and similar parties) are more familiar with ERM than people 
in the insurance industry, while professionals like actuaries, accountants, brokers, 
financial analysts, risk managers and underwriters are mostly involved in ERM. 
The study also discovered that the financial service industry applied their ERM 
skills beyond the insurance industry. 
 
Several studies found that financial companies are among the first industries to 
adopt ERM techniques and appoint CROs (Tillinghast-TowersPerrin, 2001; 2002; 
Scordis, 2003; Deloitte, 2004). This is true when majority of CRO positions are 
employed by organisations in this industry, including banking, insurance and 
other financial service companies (Tillinghast-TowersPerrin, 2001). The reason is 
that financial services are highly regulated compared to other industries (Banham, 
2000) and has always been forced to successfully practise effective risk 
management, particularly in the banking sector (Bies, 2004). This is because the 
nature of operational activities in the banking sector is exposed more to risk and 
its responsibility towards stakeholders are greater compared to other financial 
organisations (Crouhy, Galai, & Mark, 1998).  Thus, the ERM concept and 
practices in the banking industry has been found to be much more advanced than 




A study by the Basel Committee on Banking Supervision in 2002 remarked that 
“risk management functions and approaches at major financial firms continue to 
evolve at a very rapid rate” where there were greater emphasis on risk 
management on an integrated-wide basis (Basel, 2003, p.3). In contrast, 
GartnerG2 (2004) revealed that risk is still managed in separate operational silos 
and only 57 percent of banks in United States have a formal programme to 
manage operational risk.  
 
Generally, risk management is increasingly being recognised as a key component 
of a company’s overall business strategy among financial institutions (Deloitte, 
2004). Financial institutions develop ERM systems as managerial self-interest, tax 
effects, the cost of financial distress, and capital market imperfections (Oldfield & 
Santomero, 1997), and to help them assess and make a right decision about the 
risk and return trade off among different business lines in order to maximise 
profits and create value (Cumming & Hirtle, 2001).   
 
Based upon the reviewed literature, the implementation of ERM programme in 
financial companies seems to be extensively implemented compared to non-
financial companies. In addition, the impact of ERM implementation on 





2.5 ERM AND VALUE CREATION 
It is widely accepted that maximising shareholder value is one of the ERM 
motivations and is the main objective of ERM implementation (Miccolis & Shah, 
2000; KPMG, 2001; Tillinghast-TowersPerrin, 2002; Kleffner et al., 2003b; 
Tillinghast-TowersPerrin, 2004). The importance of ERM and it’s value creation 
has been highlighted in the definition of ERM by Deloach (2000) and Casualty 
Actuarial Society (2003). This value based management enables the company to 
align its critical function toward a common management process within the 
company (Ping, 2005). In this case, a common management process refers to the 
ERM comprehensive framework. Shareholder value protection is a key ERM 
benefit and its implementation is believed to contribute to the shareholder value 
improvement (PriceWaterHouseCoopers, 2004b). 
 
Shareholder value is a financial indicator that has been used as a measurement of 
reference to the successful implementation of ERM practices. Deloach (2000, 
p.38) noted that ERM “must be ‘measurable’ and the value proposition will assist 
companies to create competitive advantage, improve business performance and 
reduce cost”. Tillinghast-TowersPerrin (2002) found that ERM helps companies 
to manage the bottom line and increases shareholder value by increasing earnings 
growth, revenue growth, return on capital, earning consistency, and reducing 
expenses.  Earnings growth and revenue growth are the top business issues 
(Miccolis et al., 2001). In business, growth means getting more profit and also 
increasing in risks (Hovey, 2000). In terms of reducing expenses, decrease in an 
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insurance cost has been found as having the most significant impact from the 
application of ERM programme (Souter, 2000; PriceWaterHouseCoopers, 2004b). 
 
Referring to a joint study by the Economist Intelligence Unit and MMC 
Enterprise Risk on senior finance and risk management executive, there is a 
significant correlation between risk management and enhanced shareholder value 
where it helps to improve price/earnings ratios and decrease cost of capital 
(Banham, 2004). Also, loss avoidance and earning lower volatility have been 
found as among the elements of an effective enterprise risk management 
(PriceWaterHouseCoopers, 2004a). Companies with low earning volatility gained 
a higher level of market value added (Miccolis, 2000).  
 
Even though shareholder value has been stressed as the most significant impact of 
ERM implementation by many authors and researchers, the increase in 
shareholder value does not necessarily mean that the organisational risk 
management programme has been successfully implemented and has achieved the 
objectives. According to Bartram (2000), the contribution of risk management to 
shareholder value has been discussed widely, especially in financial risk 
management. For example, Casidy et al. (1990) discovered that investors valued 
company specific risk management activities. Furthermore, Batram (2000) 
analysed the theoretical argument between financial risk management and value 
creation and proved it in terms of empirical evidence. The study had shown that 
risk management at the company level represents a means to increase shareholder 
32 
 
value. A prior study by Tufano (1996) also found that there is only a little 
empirical support to theories that showed risk management as a means to 
maximise shareholder value.  
 
With regard to the ERM practices, there is almost no direct empirical evidence 
that shows value to be created by enterprise risk management and the link is more 
theoretical rather than being proven by hard empirical fact (Schroeck, 2002). This 
is agreed by Hoyt and Liebenberg (2011) where there is no prior study has 
considered the value relevance of ERM practices. Pagach and War (2010) found 
that only some firms that adopted ERM experience a reduction in earnings 
volatility and the overall study failed to find support that ERM is value creating. 
Other prior studies have only found empirical evidence of a positive relationship 
between specific forms of risk management and firm’s value (Hoyt & Liebenberg; 
2011). Until now, only little is known about ERM effectiveness (McShane, Nair 
& Rustambekov, 2011). 
 
Nevertheless, a study by Fatemi and Glaum (2000) on non-financial firms of 
PLCs differs from other findings in ERM. The study reports that ensuring the 
survival of the firm is the most important goal, followed by increasing the market 
value of the firm. A study by Manab et. al. (2010) provides evidence that supports 
this finding. The result of the study indicates that beside shareholder value, 
survival is the other reason for PLCs to implement ERM. The result contradicted 
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the theories and other studies which state that maximising shareholder value is the 
ultimate goal in implementing risk management. 
 
In the study on a trend and emerging practices of ERM, Miccolis et al. (2001) 
found that ERM programme tends to be adopted by larger organisations which are 
publicly listed companies and multinationals companies. Tillinghast-Towers 
Perrin (2002) identified that having the ERM framework, CRO, and ERM 
Committee are the signs of ERM adoption. For example, Beasley (2005) and 
Pagach & War (2010), Hoyt & Liebenberg (2011) used the CRO appointment as a 
proxy for ERM implementation. According to McShane et al. (2011) the reason of 
the limited research in this field because the lack of effective proxies for ERM 
implementation.  
 
Furthermore, most of the documented evidence on ERM is limited to the trade 
press and industry survey, which have been created by consultant firms, 
professional accounting associations, or internal auditors, rather than an empirical 
investigation by the academic community (Leech, 2002; Liebenberg & Hoyt, 
2003). For this reason, the aim of this study is to look into an empirical study of 
whether the companies that implement ERM have a better performance in 







The formal risk management only exist in the twentieth century although 
traditionally it has been practised for thousands of years. This risk management 
practice which is known as Traditional Risk Management (TRM) only focused on 
insurable risk where insurance is a popular technique to manage this type of risk. 
Under this approach, risks are managed by independent departments or units. 
However, with today’s environment of risks, managing risk by isolation is no 
longer suitable. Thus, a new concept of risk management has been introduced 
which is known as enterprise risk management (ERM). Corporate governance and 
shareholder value have been cited as the main ERM drivers. The adoption and 








3.1   INTRODUCTION 
The emphasis of this chapter is on the research design and methodology that are 
used in this study. MCCG was introduced in 2000 and became a part of Bursa 
Malaysia Listing Requirements in 2001. Its introduction marked the beginning or 
adoption of EWRM implementation by listed companies in Malaysia. The code 
was further refining in 2007 with aims of strengthening the companies’ governing 
body. 
 
3.2 RESEARCH DESIGN 
This study covers an observation period from i) 1st January 1998 (3 years prior to 
MCCG2000 base period, which is 2001) up to ii) 31st December 2011 (3 years 
post to MCCG2007 base period, which is 2008). From the researchers’ 
perspective, it is believed that these periods are relevant to the induction and the 
later enhancement of MCCGs. Although some will argue that the inclusions of 
period between 1998 to 1999 (period of Asian Financial Crisis) would distort 
analysis due to lower/smaller denominator, nonetheless, inclusions of these period 
are deem relevant as MCCG were inducted to enhance firms’ sustainability due to 
the crisis itself. Moreover, inclusion of this period would enable this study to 
gauge the success of MCCG implementation, which is one of the objectives of 
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this study. Although recently, October 2012, the MCCG was further improved it 
is however out of the scope of this study that investigates 3 years post MCCG 
adoption to ascertain the impact of adoption to the companies’ performances. 
 
Relating to the study’ sample selection, this study includes all listed firms in 
Malaysian Bourse and uses random alphabetical listing selection of listed 
companies in the 2010 Bursa Listed Companies Schedule excluding financial and 
insurance regulated companies. Moreover, in this study, all financial and 
insurance regulated companies (49 companies) are included as another sample 
and be treated to be as aplaceboor control samples. The primary motive to this is 
that these companies are highly regulated compared to other types of companies. 
Such regulations are Central Bank regulation on financial company’s investment, 
BASEL and others.  
 
Shown in Table 3.1, the total number of companies in this study (417) is roughly 
43.81percent of the total population of listed companies in Bursa Malaysia 
including 49 financial and insurance companies or comprises which is about 
11.8percent to the whole sample of this study. From the initial sample, six (6) 
companies including two (2) financial and insurance companies were drop from 
the initial sample due to severe missing data especially during year 2000 




All financial information in this study is based on DataStream collected at 
Sultanah Bahiyah Library, Universiti Utara Malaysia. Additional data are 
collected manually using Malaysian Bourse Annual Handbook and respective 
firms’ annual report. Nonetheless, bearing in mind caution by Suret et al. (1997) 
in his study on Malaysian accounting data availability and accuracy, any data 
discrepancy will be based on the latest data shown in respective company’s 
annual financial data. 
 

















Consumer 44 10.6 15.1 
Finance (Placebo) 49 11.8 26.9 
Hotels 3 0.7 27.6 
Industrial-Product 102 24.5 52.0 
IPC 2 0.5 52.5 
Plantation 22 5.3 57.8 
Properties 79 18.9 76.7 
Reits 16 3.8 80.6 
Technology 9 2.2 82.7 
Trade  & Services 
 











It is important to note (or put a caveat) that analysis for MCCG2000 uses year 
2001 as the adoption year. This practice is necessary as only in year 2001 the 
MCCG2000 is being fully enforced. Similarly for MCCG2007 analysis, financial 




3.3  DATA MANAGEMENT 
As of any other Bayersian data study, an assessment of the normality of data is a 
prerequisite for many statistical tests because normal data is an underlying 
assumption in parametric testing. There are two main methods of assessing 
normality: graphically and numerically. Reflecting the prior statement to this 
study, in order to have a valid data for analysis, steps have been taken to ensure 
that all data is normally distributed, and assumption is met for statistical tests. The 
approach used for this study is visual inspection. Similarly as with other 
researcher, researcher in this study prefer to use their experience to make a 
subjective judgement about the data from plots/graphs. Graphical interpretation 
has the advantage of allowing good judgement to assess normality in situations 
when numerical tests might be over or under sensitive, but graphical methods do 
lack objectivity. 
 
As mentioned in prior paragraph, this study makes use of visual inspection to 
ensure that all data is normally distributed. In order to determine normality 
graphically, we have used the output of a normal Q-Q Plot. If the data are 
normally distributed, the data points will be close to the diagonal line. We found 
that the data points do not stray away from the line in an obvious non-linear 
fashion; hence, it can be assumed that the data are normally distributed. 
Simultaneously, as this study dataset is larger than 2000 elements, we also use the 
Kolmogorov-Smirnov test is used to validate its normality. Apart from Q-Q Plot, 
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this study also uses Box Plot and Scatterplot to enhance visual reliability of data 
normality.  
 
3.4  DESCRIPTIVE STATISTIC 
Descriptive statistics are used to describe the basic features of the data in a study. 
They provide simple summaries about the sample and the measures. Descriptive 
Statistics are used to present quantitative descriptions in a manageable form. In a 
research study descriptive statistics help us to simplify large amounts of data in a 
sensible way. Each descriptive statistic reduces lots of data into a simpler 
summary. In this study, Univariate analysis provides the examination across cases 
of one variable at a time. There are three major characteristics of a single variable 
that we tend to look at, these are; 
i. the distribution 
ii. the central tendency 
iii. the dispersion 
 
Descriptive statistic for this study, as shown in Table 3.2 for non-financial 
companies and Table 3.3 for financial companies, reveal some obvious 
differences between these two (2) samples. Nonetheless, these descriptive 
statistics reflect the true nature of secondary data obtained for this study. As a 
whole, non-financial companies’ data were found to be within the reasonable limit 
of dispersion. Nonetheless, log normal earnings and earnings per share data show 

























OPM -0.4998 1.0016 0.6036 1.4558 
CFnTax -0.4977 0.4168 0.0801 0.6384 
D/A 0.0000 3.6709 0.2399 0.2065 
ROA -0.6870 9.0349 0.0705 0.7582 
ROE -0.4812 1.8582 0.0483 1.0850 
Slack 0.0000 0.9281 0.1123 0.1212 
Opacity -0.0312 0.1984 0.0517 0.0917 
EPS -0.5078 17.6408 0.4726 6.0058 
Approx Q -0.7320 1.0678 0.7646 0.1614 




    Table 3.3: Descriptive Statistics of Financial Companies 
 Minimum Maximum Mean Std. Deviation 
lnEarn 1.9372 11.7891 6.9236 1.3676 
OPM -115.7888 0.9554 -0.2043 5.3656 
CFnTax -77.6857 42.5963 -0.0701 2.9617 
D/A 0.0000 1.0955 0.1609 0.1685 
ROA -169.5689 1004.1216 5.2285 55.1739 
ROE -0.0872 0.3598 0.1191 0.1465 
Slack 0.0000 0.8384 0.1886 0.1964 
Opacity 0.0019 0.3184 0.0273 0.4847 
EPS -0.3331 7.2629 0.5559 3.4078 
Approx Q -0.2747 0.9981 0.5621 0.3052 
     
 
On the other hand, for financial companies, data dispersion is noticeably 
especially during the later period of 1997 Asian Financial Crisis (which falls as 
the earlier part of MCCG2000 period). Moreover, it must be made known that 
manual detection have found that much of the anomalies are due to securities 
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companies’ data as this type of companies does not have much assets but 
producing a staggering revenues in some financial years. 
 
3.5 DATA ANALYSIS 
In this part, several different tests were used to achieve the objectives of this 
study. The researcher used descriptive and inferential statistics for data analysis. 
The Statistical Package for Social Sciences (SPSS) was used to analyse the data. 
Analysis such as t- test, ANOVA, and multiple regression were performed 
according to the research objectives. Correlation and multiple regression analyses 
were used to test the relationship between variables (Bryman& Cramer, 1994). 
Specifically, its function is to test how well the independent variables are able to 
predict the dependent variable (Punch, 1998).   
 
3.5.1 The impact of MCCGs Implementation to Companies’ Performances 
 
To test the first objectives of this study which is; does company 
implementation of risk management complying with Malaysian Code of 
Corporate Governance and Bursa Malaysia Listing Requirement has an 
impact on company performance, employ the use of t-Test analysis. The 
main reason for using this approach is because the t-test is able assesses 
whether the means of two groups are statistically different from each other 




In this study, the analysis was done on 2 events, prior and post 
MCCG2000 and MCCG2007 adoption. It is believe that by looking at 
these two period and two events will provide better understanding of the 
impact of both MCCGs adoptions. Therefore, analysis using match-paired 
t-Test is believed to be appropriate. Moreover, comparing the impact 
between the two MCCGs was undertaken to provide a clear representation 
of which sample companies’ performance have a greater impact from 
MCCGs adoption.  
 
3.5.2 Post MCCGs Implementation and Companies’ Performances 
As mentioned earlier in this report is that the second objective for this 
study is; to examine the performance between financial and non-financial 
companies. In this study, analysis on companies ratio performances of 
each MCCGs attempt to verify anecdotal evidence that MCCG2007 
having less impact on companies’ performance compares to MCCG2000. 
Several firms’ specific ratios are analysed to ascertain various aspects of 
performance and ERM practices. The indicators (ratios) selected for this 
purpose includes: i) debt to asset ratio (D/A) and ii) net income to sales 
[net profit margin (NPM)]. These two (2) are intended to highlight 
companies net profitability and risk as purported by Pagach and Warr 
(2010). Moreover, analysis also focuses on the effectiveness of asset 
performances upon ERM adoption via adoption of MCCGs upon. The 
asset characteristics used in this study are those that provide information 
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about the degree to which a company’s assets are likely to be decreased in 
value upon financial distress; iii) net income to total asset [return on assets 
(ROA)] and iv) net income to total equity [return on equity (ROE)] are 
used for the purpose similarly used in Jain and Kini (1994), and Pugh et al. 
(2000).  
 
Furthermore, this study looks into the effectiveness of companies utilizing 
their asset as stated in Pagach and Warr (2010) specifically on financial 
slacks and asset opacity. Financial slack or cash availability provides a 
measure of a company’s ability to continue its operation during a period of 
operating cash shortage. Financial slack (SLK) measures the amount of 
highly liquid assets (such as cash or marketable securities) that the 
company has in hand that could be used to make up for any deficit in its 
operating cash flows. Companies adopting ERM may decide to increase 
its v). financial slack to provide a greater mitigation against financial 
distress, or similarly in leverage, may feel less financial slack is needed 
given that they are able to manage risks thoroughly. 
 
Moreover, while financial slack or cash availability provides a measure of 
a company’s ability to continue its operation during a period of operating 
cash shortage, vi) opacity (OPC) is intangibles assets (such as, name brand 
and goodwill) that does not have a physical accounting value but stated in 
companies’ balance sheet. In DataStream, this is can be found in item 
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WC02649. Analysis on assets opacity comes in play as news technology 
has increased in speed and coverage. This causes companies that derive 
much of their operating income from opaque assets would have difficulties 
in liquidating these assets at fair market value to avoid financial distress. 
 
Another variable which is included in this study is the vii) cost of 
financing and taxation (CFT), as no other prior studies have included this 
variable. It is worth to note that this variable in included as an exploratory 
prospect. Nonetheless, it is felt that this variable is important as cash flow 
out from the companies but does not enhance company’ financial well-
being.  
 
Companies with growth options would have considerable amount of the 
firm’s value tied to future income, but with unrealized current cash flows. 
Because of the uncertain nature of the payoff from such assets, the value 
of these investments is unlikely to be fully realized in bankruptcy. In this 
study, Q-ratio or approximate Q (AppQ) is used as a proxy for company’s 
growth options. This variable is introduced by Chung and Pruitt (1994) 
using the following formula:  
 




MVE : Year-end companies’ share price and the number of 
common shares outstanding,  
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PS : Value of the companies’ outstanding preferred stock , 
DEBT: Value of the companies’ short-term liabilities net of its 
short-term assets, PLUS the book value of the companies’ 
long-term debt, and 
TA : The book value of the total assets of the company 
 
As for the years (unless noted otherwise, all years are fiscal years) 
following and including the MCCG2000 and MCCG2007 adoption, each 
of the ratios is compared to corresponding value at the end of the year 
before each MCCG adoption (referred as the base year). The base year is 
noted as year –1, the year of MCCG adoption is year 0, and so forth. 
Therefore, a (-1,0) event window presents the change in the financial ratio 
from the end of year –1 to the end of year 0; thus, the change in the ratio is 
concurrent with MCCG adoption. Changes are being tested for up to 5 
years,however, longer event window is likely to produce fewer 
observations. 
 







PTPTt , wherePTt refers to the appropriate 
performance ratio for the company in current financial year and PT-1 refers 
to the appropriate performance ratio for the company in prior financial 
year. If MCCGs adoption is to have no effect, then it is expected the 
changes in the company performances ratio to be indifferent, on average, 




The growth in these measures may be able to provide explanation for the 
change in performance experienced by MCCG adoption companies during 
the first few years after adoption of the scheme. All reported significant 
tests are based on two-tailed Wilcoxon signed rank test, a nonparametric 
alternative to paired-samples t test. This test, as well as other standard 
parametric test, assumes that the observations are independent. Moreover, 
Yeo et al. (1999) pointed out that in Barber and Lyon (1996) study, have 
shown that this method (non-parametric test) performs better than t-test in 
detecting abnormal performance. 
 
3.5.2 Determinants of risk management practices to shareholders’ wealth 
The third and last objective of this study is to determine the success of risk 
management practices in enhancing shareholder value. In this study, test 
on the variables influencing the shareholders wealth (EPS) utilizes the use 
of a standard OLS stepwise regression model. Stepwise regression method 
is commonly used for exploratory study (Armstrong, 1970; McIntyre, 
Montgomery, Srinivasan, & Weitz, 1983; Ho, 2006; Rahman 2006) “in 
which the researcher is unsure about the relative predictive power of the 
study’s independent variables” (Ho, 2006, p. 246). For the purpose of this 
study, stepwise regression was considered the most appropriate technique 
due to the nature of this study being an exploratory study using local data. 
This method primarily adopts methodology as prescribe in most Pagach 




In this study, analysis is focusses on companies’ financial characteristics 
including; leverage, net profit margin, returns on asset, returns on equity, 
financial slacks, and intangible assets. Moreover, this study had also 
included another cost variable into the equation, which is; cost of 
financing and taxation (CFT), the idea for inducting this variable is that 
every aspect of cost is sensitive to company’ well-being, that in turn does 
not enhance company’ value. Hence, companies’ performances should be 
reflected by how well companies manage their cost. The model 
incorporating the added variables introduce can be written as: 
 
ε++++++++= OPCbSLKbROEbROAbNPMbCFTbADbaEPS 65433210 /  
where, 
 
EPS    = earnings per share 
D/A = total debt over total asset 
CFT = cost of financing and taxation 
NPM = net profit margin 
ROA = returns on asset in current year 
ROE = returns on equities in current year 
SLK = cash and securities in hand 
OPC = total intangible asset 
e = error terms 
 
Based on known knowledge in financial studies, leverage and intangible 
assets are expected to have a negative relationship with the shareholders 
wealth, while net profit margin, returns on asset, returns on equity are 
known to have a positive relationship with the shareholders wealth. On the 
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other hand, financial slacks are known to have both (positive and negative) 
relationship with the shareholders’ wealth as both directions have their 
own justification. Moreover, this study had also included another cost 
variable into the equation; cost of financing and taxation (CFT), this 
variable is expected to have a negative relationship to shareholders’ wealth 
similarly to that of leverage and intangible assets variables. 
 
3.6 CONCLUSION 
Methodology in any research poses a challenge to researchers due to data 
availability and compliance to model assumption. In this study, it is found that 
some anomalies are inclined towards financial companies’ data. Some financial 
companies’ data especially stock broking house companies’ returns are at the 
extreme (positively and negatively) whilst value of its’ assets are at minimal 
causing calculation of some ratios (i.e. ROA, ROE and EPS) to produce an 
extreme value. Nonetheless, all this issues are resolved by using an acceptable 
normality testing and data management. 
 
In this study, all tests carried out utilize a standard and well accepted method to 
achieve the objectives of this study. Moreover, statistical tools used to carry out 
analysis (t-test and ANOVA) are chosen for their property to be robust to deal 
with non-normal data set. Analysis and findings from test data are reported and 









This chapter presents and discusses the analyses from test performed. 
Specifically, the present chapter is used to discuss findings in achieving the 
research objectives of the study. In this chapter, the presentation of the data 
analyses are based on the research objectives which consists of the three (3) parts 
of the analysis. A synthesis of the finding is made at the end of this chapter. 
 
4.2 THE IMPACT of MCCG2000 and MCCG2007 ADOPTIONS. 
Panel A in Table 4.1 shows that non-financial companies recorded a positive 
significant increase in firms’ value suggesting that the code has succeeded in 
guiding companies to sustain its value. As MCCG2000 was adopted right after 
1997 crisis, this result produces a longed-for outcome. Although other variables 
do not show any significant positive result, ROE shows a good sign of 
improvement (increase of 8.32%) but tested to be insignificant. 
 
For financial companies’ variables shown in Table 4.1 Panel B, result indicates 
that the implementation of MCCG2000 does little to improve its financial ratio 
standing. It is found that none of the variables tested in financial companies 
sample to be significant. Moreover, financial companies’ leverage ratio (an 
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indicator for company’ risk) shows a decline during this period suggesting that 
their assets value has substantially declined. This result is justifiable as the Asian 
Financial Crisis in 1997 has devastated the Malaysian banks assets value as a 
whole. This event  cause Bank Negara to instruct local banks during this period 
(2000 – 2002) to merge to avoid further complexities. 
 
   Table 4.1: Paired Samples t-Test between Pre and Post MCCG 2000 








Panel A (Non-Financial Companies) 
Debt / Asset (D/A) 0.4050 0.3947 -0.0102 -0.482 
Cost of Fin. and Tax (CFT) -0.1373 -0.0394 0.0979 0.663 
Net Profit Margin (NPM) -0.4232 -0.4871 -0.0639 0.885 
Returns on Asset (ROA) 0.0960 0.0869 -0.0091 0.608 
Returns on Equity (ROE) 0.0281 0.1113 0.0832 1.532 
Financial Slack (SLK) 0.3708 0.3519 -0.0189 -0.823 
Intangible Asset (OPC) 0.0368 0.0426 0.0058 0.391 
Earnings per share (EPS) 0.0845 0.1408 0.0563 0.136 
Approximate Q (AppQ) 0.7279 0.7582 0.0303 **2.094 
Panel B (Financial Companies) 
Debt / Asset (D/A) 0.1449 0.1790 0.0341 1.398 
Cost of Fin. and Tax (CFT) 0.1627 0.1867 0.0240 -0.884 
Net Profit Margin (NPM) 0.8673 0.7530 0.8673 0.921 
Returns on Asset (ROA) -0.1761 0.1022 0.2783 0.112 
Returns on Equity (ROE) 0.0052 0.0190 0.0138 0.233 
Financial Slack (SLK) 0.2427 0.2619 0.0192 0.422 
Intangible Asset (OPC) 0.0309 0.0082 -0.0226 -1.538 
Earnings per share (EPS) -0.1092 0.0403 0.1495 0.383 
Approximate Q (AppQ) 0.4368 0.4681 0.0313 1.097 
Note: *, **, *** indicates significance at the 10%, 5%, and 1% levels respectively. 
 
Summarizing the outcome from the MCCG2000 implementation, it is clear that 
non-financial companies have benefited more from it compares to the financial 
companies. This is evidence where approximate Q, a variable for companies’ 
sustainability, has registered a significant improvement of 3.03 per cent while 
other variables in both samples do not register to be significant. 
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A contrast in outcome from MCCG2000 implementation can be seen with the 
implementation of MCCG2007 as shown in the following Table 4.2. In Table 4.2 
Panel A, with the exception of earnings per share (EPS) which is a proxy to 
shareholders’ wealth, none of non-financial companies’ ratios shows sign of 
significant improvement or decline as a result of MCCG2007 implementation. 
This suggests that the MCCG2007 implementation is indifferent in bringing or 
bridging out ERM practices amongst non-financial companies listed in Malaysian 
Bourse. Nonetheless, significant improvement in EPS does suggest that focuses 
has been given to provide shareholders with better returns in their investment. 
 
Result on Table 4.2 Panel B, financial companies’ ratios also show a similar 
pattern where most of the ratio fails to show any improvement despite 
MCCG2007 is more stringently implemented. Moreover, its firm’s value or 
growth potential ratio registers to be significantly negative implying that 
Malaysian banks financial sustainability is in a decline and contradict to MCCG’s 
objectives. Nonetheless, the writers strongly believe that this occurrence is not 
due to failure of the MCCG2007 as Malaysian financial companies are well 
regulated and monitored (locally and globally). This occurrence may be is due to 
2007 global financial crisis, where most of Malaysian banks and financial 
companies’ asset lies globally as per reason of geographical assets diversification, 




At a glance, the implementation of MCCG2007 seems to have an insignificant 
impact on ERM practices to both non-financial as well as the financial companies. 
Nonetheless, one cannot rule out that lesson learned from 1997 crisis have 
matured most Malaysian Bourse listed companies in their governance and 
financial decisions. Hence, the revised code only does little as to give a significant 
impact to an on-going ERM practices. 
 














Panel A (Non-Financial Companies) 
Debt / Asset (D/A) 0.3543 0.3445 -0.0097 -0.340 
Cost of Fin. and Tax 
(CFT) 
-0.0871 -0.0533 0.0338 -1.154 
Net Profit Margin (NPM) 0.0661 0.0485 -0.0176 -0.982 
Returns on Asset (ROA) 0.1163 0.1217 0.0054 0.320 
Returns on Equity (ROE) 0.2037 0.1856 -0.0181 -1.657 
Financial Slack (SLK) 0.3593 0.3697 0.0104 0.155 
Intangible Asset (OPC) 0.0444 0.0418 -0.0026 -0.420 
Earnings per share (EPS) 0.2488 0.4529 0.2041 **-2.665 
Approximate Q (AppQ) 0.7701 0.7828 0.0127 1.335 
 
Panel B (Financial Companies) 
Debt / Asset (D/A) 0.1759 0.1600 -0.0158 -0.647 
Cost of Fin. and Tax 
(CFT) 
0.2236 0.1121 -0.1115 -0.985 
Net Profit Margin (NPM) 0.2986 0.2213 -0.0773 -0.853 
Returns on Asset (ROA) 0.1146 0.2015 0.0869 *1.794 
Returns on Equity (ROE) 0.0441 0.0784 0.0343 0.599 
Financial Slack (SLK) 0.3047 0.2746 -0.0301 -0.630 
Intangible Asset (OPC) 0.0262 0.0268 0.0006 0.089 
Earnings per share (EPS) 0.3751 0.7109 0.3358 ***3.478 
Approximate Q (AppQ) 0.4639 0.4136 -0.0502 ***-2.838 
Note: *, **, *** indicates significance at the 10%, 5%, and 1% levels respectively. 
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In summary, MCCGs has indeed achieve its objectives in embracing/enhancing 
ERM practices by Malaysian Bourse listed either non-financial or financial 
companies with non-financial companies showing getting most of it especially 
during MCCG2000. Financial companies have been foreseen not to be 
significantly affected by the earlier MCCG as these companies are continuously 
confined to rules and regulations set by Securities Commissions, Bank Negara 
and BASEL II.  
 
4.3 POST-PERFORMANCE ANALYSIS 
4.3.1 MCCG2000 
Post-performance analysis of MCCG2000 adoption produces mixed 
results in accounting/financial ratios tested. In measuring the effectiveness 
of MCCG2000 to reduce company risk, Debt upon Asset (D/A) is look 
into. Test result on D/A ratio shows an increase and significantly tested to 
differ in each cluster of window tested. From the analysis result it can be 
concluded that MCCG2000 on average fails to decrease the companies’ 
risk over time.  
 
In measuring companies’ ability to minimize cash outflow to activities that 
would not increase shareholders’ wealth, focus is given to analysis on cost 
of financing and taxation (CFT). Based on test result on CFT, it is found 
that there are increases in mean average of sum paid over the observed 
window and it is significantly differ with the exception of year 1 post 
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adoption of MCCG2000. In the later observation period, it is found that 
CFT had increased from based year and tested to be significant. This is in 
line with prior finding in D/A ratio where it too has increased over time. 
Nonetheless, a baffling spike in year 1 post MCCG2000 is found to be 
insignificantly related and it is suspected that much of this is contributed 
to financial companies’ ratio, specifically to the brokerage and securities 
companies. 
 
In term of companies’ profitability, net profits margin (NPM) ratio is 
analyse to examine whether the adoption of MCCG2000 has enable 
companies to improve their profitability. For test result shown in the 
following Table 4.3, it can be conclude that MCCG2000 only has the 
ability to improve companies’ short-term profitability but fails in longer 
observation windows. Similarly in investigating returns on asset (ROA) 
ratio, a proxy for company’ effectiveness in managing it resources, test 
result finds and suggests that improvement in asset management occurs in 
short and intermediate windows but fails in the long-term windows.  
 
Nonetheless, returns on equity (ROE) ratio test result shows that 
MCCG2000 has significantly improved ROE in all observation windows. 
In tandem with the main objectives of MCCG which is to promote better 




Table 4.3: Companies’ Performances Post MCCG2000 
 
 
Measure of Performance 
 
Year -1 to  
Year 0 
 
Year 0 to  
Year 1 
 
Year 0 to  
Year 3 
 
Year 0 to  
Year 5 
 
Debt upon Asset (D/A)     
Median Changes 0.0147 0.0111 0.0291 0.0322 
F-stat.  13.051 5.803 2.049 
Asymp. Sig. (2-tailed)  0.00 0.00 0.00 
     
Cost of Financing and Taxation 
(CFT) 
    
Median Changes -0.0738 0.9279 0.0820 0.0564 
F-stat.  .004 16.601 4.055 
Asymp. Sig. (2-tailed)  1.00 0.00 0.00 
     
Net Profits Margin (NPM)     
Median Changes 0.1008 0.0166 -0.0507 0.0554 
F-stat.  34.591 8.832 0.604 
Asymp. Sig. (2-tailed)  0.00 0.00 0.95 
     
Returns on Asset (ROA)     
Median Changes -0.1331 0.0117 0.0325 -0.0058 
F-stat.  66.330 4.735 7.756 
Asymp. Sig. (2-tailed)  0.00 0.00 0.00 
     
Returns on Equity (ROE)     
Median Changes 0.1274 0.0046 0.0303 0.0258 
F-stat.  36.012 7.383 7.260 
Asymp. Sig. (2-tailed)  0.00 0.00 0.00 
     
Financial Slack (SLK)     
Median Changes 0.0107 0.0041 0.0049 0.0065 
F-stat.  4.702 1.565 6.522 
Asymp. Sig. (2-tailed)  0.00 0.04 0.00 
     
Asset Opacity (OPC)     
Median Changes 0.0044 0.0035 0.0064 0.0063 
F-stat.  25.436 2.395 2.525 
Asymp. Sig. (2-tailed)  0.00 0.00 0.00 
     
Approximate Q (AppQ)     
Median Changes 0.0431 0.0267 0.0439 0.0622 
F-stat.  0.718 0.481 0.672 
Asymp. Sig. (2-tailed)  0.97 1.00 0.91 
     
Earnings per Share (EPS)     
Median Changes 0.0258 0.0410 0.1454 -0.0733 
F-stat.  23.362 2.944 2.417 
Asymp. Sig. (2-tailed)  0.00 0.00 0.00 
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Looking into companies’ efficiency of liquid assets, managing cash and 
marketable securities (SLK), test result shows a small (almost minute) but 
significant increase of financial slack overtime. Nonetheless, such small 
number does not purport an alarming situation but rather the opposite. A 
justifiable explanation to this increase is likely due to the increase in value 
of marketable securities that the company accumulate overtime. A similar 
result has been found in companies’ investment into intangible asset 
(OPC). Although an investment in intangible asset is risky when 
bankruptcy is a concerned, the result suggests that companies are investing 
moderately in such asset and with the view of a better future prospect. 
 
Analysing the companies’ financial sustainability (AppQ) ratio, which is 
measured by Approximate Q, it is found that companies’ sustainability has 
increase over time but registered to be indifferent amongst all observations 
windows. The results suggest that improvement of companies’ financial 
sustainability is not confined to specific observation window but in 
general. Lastly, the analysis on shareholders wealth or earnings per share 
(EPS) ratio, from the test result it is clearly shown that EPS cannot be 
sustained by the MCCG2000 adoption. It is found that every observation 
window is significantly different from the implementation base period and 
improvement of EPS can be sustain up to intermediate term. Justification 
of this occurrence is that companies may have its own earnings 
management policy that is irrelevant of the implementation of the code. 
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4.3.2  MCCG2007 
Post-performance of MCCG2007 is expected to differ from those of 
MCCG2000 as the later code is an improvement to the earlier one. 
Moreover, analysis for MCCG2007 is only set-up to intermediate term due 
to data availability during this period of study analysis. Similarly to 
MCCG2000, post-performance analysis of MCCG2007 adoption produces 
a mixed result in accounting/financial ratios tested. Debt upon Asset (D/A) 
tested to be significantly different in each observation window with a 
small (minute) increase of D/A in the short-term and a decrease in the 
intermediate period. Analyses from this result suggest that MCCG2007 on 
average has improved the companies’ risk standing. Much of the 
improvement is likely due to a directive originate from MCCG2007 that 
is; all board members in the audit committee must be able to interpret the 
companies’ financial satisfactorily. Therefore, it is believed that due to this 
directive, a sudden improvement to companies’ risk has been achieved.  
Based on the test result on CFT, it is found that there is an increase in the 
cost of financing and taxation and it is indifferent to all observed 
windows. These suggest that all companies are facing increase cost 
especially in financing due to external or global influences. Moreover, 
further examination into the data (not discussed in this paper) shows that 
much of this increase is attribute to financial and properties companies 




In term of profitability, net profits margin (NPM) ratio is analysed to 
ascertain whether MCCG2007 has enable companies to improve its 
profitability. For test result shown below in Table 4.4, it can be concluded 
that MCCG2007 has improved companies’ short and intermediate-term 
profitability similarly to the earlier code. Although a single justifiable 
reason to this outcome cannot be identified, nonetheless, the earlier reason 
given in D/A analysis could be the most justifiable.   
 
Similarly in investigating returns on asset (ROA) ratio where test result 
finds and suggests that improvement in asset management occurs in both 
short and intermediate windows. As MCCG2007 is focused on internal 
management improvement, it can be concluded that the code has 
successfully accomplished its intended objective. Moreover, a return on 
equity (ROE) ratio test result too shows that MCCG2007 has slightly 
improved ROE in both observation windows. As both observation 
windows show indifferent amongst samples, it can be concluded that 
improvement in ROE is overall.  
 
Looking at the companies’ efficiency in managing financial slack (SLK), 
test result shows a small but significant increase of financial slack 
overtime, similarly to the occurrence during post MCCG2000. 




Table 4.4: Companies’ Performances Post MCCG2007 
 
 
Measure of Performance 
 
Year -1 to  
Year 0 
 
Year 0 to  
Year 1 
 
Year 0 to  
Year 3 
 
Debt upon Asset (D/A)    
Median Change Firms 0.0119 0.0064 -0.0157 
F-stat.  1.582 2.747 
Asymp. Sig. (2-tailed)  0.00 0.00 
    
Cost of Financing and Taxation (CFT)    
Median Change Firms -0.0053 0.1592 0.1849 
F-stat.  0.007 0.008 
Asymp. Sig. (2-tailed)  1.00 1.00 
    
Net Profits Margin (NPM)    
Median Change Firms -0.0884 0.0028 0.0136 
F-stat.  1.912 5.087 
Asymp. Sig. (2-tailed)  0.00 0.00 
    
Returns on Asset (ROA)    
Median Change Firms -0.6711 0.0578 0.0721 
F-stat.  19.407 21.918 
Asymp. Sig. (2-tailed)  0.00 0.00 
    
Returns on Equity (ROE)    
Median Change Firms -0.0335 0.0143 0.0213 
F-stat.  0.841 .606 
Asymp. Sig. (2-tailed)  0.84 0.98 
    
Financial Slack (SLK)    
Median Change Firms -0.0010 0.0054 0.0185 
F-stat.  10.722 21.175 
Asymp. Sig. (2-tailed)  0.00 0.00 
    
Asset Opacity (OPC)    
Median Change Firms -0.0003 0.0005 0.0027 
F-stat.  13.538 1.867 
Asymp. Sig. (2-tailed)  0.00 0.00 
    
Approximate Q (AppQ)    
Median Change Firms 0.0092 0.0047 0.0045 
F-stat.  .744 .422 
Asymp. Sig. (2-tailed)  0.94 1.00 
    
Earnings per Share (EPS)    
Median Change Firms -0.1227 0.2019 0.1472 
F-stat.  3.770 .550 






A similar result is found in companies’ investment into intangible asset 
(OPC). As the Malaysian economy is in stable and upbeat motion, the 
result suggests that companies are investing moderately in such asset in 
view of a better future prospect. Moreover, in recent years, Malaysian 
Government has strongly encouraged corporation to undertake corporate 
social responsibility (CSR) programs that contribute to the increase of 
OPC. 
 
Analyzing the companies’ financial sustainability (AppQ) ratio, finds that 
companies’ sustainability has increased slightly over time but tested to be 
indifferent amongst all observations windows. The results suggest that 
improvement of companies’ financial sustainability is not confined to 
specific observation window but in general, which is a welcoming 
outcome.  
 
The last analysis to ascertain post adoption performance of MCCG2007 is 
on shareholders wealth which is represented in this study by earnings per 
share (EPS) ratio.  Although the later observation window suggest results 
are to be indifferent, nonetheless, test result shows that EPS are able to be 
sustained by the MCCG2007 adoption. This result aligns with the 





In summary, from obvious result shown in two (2) previous tables, it can 
be said that both MCCGs fail to produce a lasting mechanism for 
companies’ performance. The results presented the empirical evidence on 
ERM value creation and MCCG as a proxy for ERM implementation. 
However, this significant contribution has not been shown in any literature 
reviewed.  
 
4.4 THE EFFECT OF MCCGs TO SHAREHOLDER WEALTH 
Finally, the last objective of this study is to verify the effect of various aspects of 
risk management (tested via accounting ratio) to shareholder’ wealth. Table 4.5 
shows test result for overall sample for this study testing the relationship between 
several aspects of risk management (in financial ratios form) and shareholders 
wealth. It is found that several variables (5 out of 7) having a significant 
relationship with shareholders wealth (EPS). Although the model is significant 
having F-Value of 34.675 at p=0.001, nonetheless, the adjusted r-square shows 
that only 6.6% of variation in shareholder’ wealth (EPS) could be explained by 
variance of ROE, ROA, opacity, financial slack and debt over asset.  
 
Moreover, the model is significant, it is however suggest that these variables only 
having a weak relationship when both samples are combined. Moreover, the result 
suggests that there are more unobserved variable that could contribute in 
enhancing the model.   Nonetheless, this result is in lined and as mooted with the 
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previous study, such as by Tufano (1996), Pagach& War (2010) and Hoyd& 
Liebenberg (2011) for reason as stated prior. 
 
Moreover, from the table 4.5, it can be seen that most variables predicted signs 
showing the intended directions. In contrast to the negative predicted sign, the 
coefficient of opacity turns out to be positive (0.125). Higher opacity (β=-0.125, 
p<0.05) is expected to decrease EPS as opacity is an investment in intangible 
asset that does not produce valued asset during bankruptcy or financial distress. 
Therefore, investment in opacity is in contrast to asset risk management.  
 
Table 4.5: Summary of Shareholder’ Wealth Overall Sample Model 
















(Constant)   .060 3.159 .002 
ROE + .126 .039 6.258 .000 
ROA + .136 .000 6.848 .000 
Opacity - .125 .286 6.283 .000 
Slack +/- .085 .224 4.064 .000 
















Predictors:  (Constant), Total Debt upon Total Asset (D/A), Cost of Financing and Taxation 
(CFT), Net Profit Margin (NPM), Return on Asset (ROA), Return on Equity (ROE),   
Near Liquid Asset (SLK), Total Intangible Asset (OPC) 
Dependent Variable: EPS 
Note: the expected sign.  
a
, is 0.001 significance level 
 
 
Result for non-financial companies sub-sample model (Table 4.6) produces an 
adjusted r-square of 13.4% with F-value at 51.764 and significant at p=0.001. It is 
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found that all variables tested to be significant but with two (2) variables not 
conforming to predicted signs. Both asset management ratios (ROA and Opacity) 
suggest that non-financial companies’ shareholders wealth is negatively related to 
efficient asset management. This implies that companies that are less efficient in 
asset management would/could enhance companies’ shareholder wealth. Also 
found that companies investing more in intangible asset (opacity) would produce 
a higher shareholders wealth. This action is doubtful to be benefiting as it only 
increase asset investment risk. Therefore, researchers caveat to provide a 
justification to this as this finding contradicts with known general understanding. 
 
  Table 4.6: Summary of Result for Shareholder’ Wealth Non-financial Sample 
Model 







t Significance Level 
(Constant)   .058 3.817 .000 
ROA + -.283 .001 -
14.563 
.000 
ROE + .108 .038 5.187 .000 
Opacity - .124 .270 6.309 .000 
D/A - -.063 .146 -3.003 .003 
OPM + .092 .113 3.724 .000 
CFnTax - -.061 .045 -2.530 .011 













Predictors: (Constant), Total Debt upon Total Asset (D/A), Cost of Financing and Taxation  
(CFT), Net Profit Margin (NPM), Return on Asset (ROA), Return on 
Equity(ROE), Near Liquid Asset (SLK), Total Intangible Asset (OPC) 
Dependent Variable: EPS 
Note: the expected sign.  
a





Moreover, it is found that in the model for non-financial companies, cash 
management (cost of financing and taxation (CFT)) and cash equivalent asset 
(Slack) are found to be significant contributing variables (p=0.011 and p=0.016, 
respectively) in enhancing shareholder wealth. These two variables pose a risk to 
shareholders wealth if ill-manage as CFT are cash flow that does not enhance 
companies’ value; and financial slacks are non-invested companies’ cash. 
Nonetheless, stepwise regression included these variables to be the last and least 
influential variables in determining shareholders’ wealth. From the researcher’s 
points of view, this result is due to indifferent sectorial classification causing the 
effect of cash management to subside as a strong determinant to shareholders’ 
wealth. 
 
In light of companies riskiness measures by total debt upon total asset (D/A)(β=-
0.063,p<0.05), test result find the variable to be influential and align with known 
knowledge to have a negative impact to shareholders wealth. Lastly companies 
operating margin (OPM) a measure of internal operation risk management, it is 
found that it is tested significant and the impact it produces is as expected as a 
substantial influential variable. 
 
The overall results indicate that the risk management practices in non-financial 
companies are likely to be affected by the accounting ratios and corporate 




Result for financial companies sub-sample model (Table 4.7) produces an 
adjusted r-square of 24.3% with F-value at 23.423 and significant at p=0.001. It is 
found that only one variable (Return on Asset, ROA) that significantly influences 
the shareholders’ wealth. As almost all financial listed companies in Bursa 
Malaysia are strictly governed by Bank Negara (Central Bank) and also by other 
rules and regulations as mentioned by Banham (2000) and Bies (2004), thus it not 
surprising that ROA dictates shareholders’ wealth in this sub sample. 
 
  Table 4.7: Summary of Result for Shareholder’ Wealth for Financial Sample 
Model 

















(Constant)   .217 4.545 .000 














Predictors: (Constant), Total Debt upon Total Asset (D/A), Cost of Financing and Taxation 
(CFT), Net Profit Margin (NPM), Return on Asset (ROA), Return on Equity 
(ROE), Near Liquid Asset (SLK), Total Intangible Asset (OPC) 
Dependent Variable: EPS 
Note: the expected sign.  
a
, is 0.1% significance level 
 
 
4.5   CONCLUSION 
In summary, the test result indicates that MCCG2000 benefits the non-financial 
companies and it enhances these companies’ sustainability, whilst the 
MCCG2007 benefits the financial companies. Moreover, MCCG2007 improves 
the shareholder’s wealth in both samples. Nonetheless, in term of MCCGs as a 
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catalyst for companies’ performance, it is found that both MCCGs are able to 
produce a positive outcome but are unable to maintain it in a long run. 
 
Lastly, it is found that both samples are influence by different variables in relation 
to shareholders’ wealth. An overall sample shows only a weak relation between 
the model independent variables to shareholders’ wealth. In non-financial 
companies samples, the model demonstrate an interaction to all variables but 
produce a smaller explanatory variance (adjusted R2 = 0.134) compares to 
financial companies (adjusted R2 = 0.243) but only having one significant 
explanatory variable. This affirmed the notion earlier mention that both samples 






CONCLUSION AND RECOMENDATION 
 
5.1 INTRODUCTION 
This study was designed to provide empirical evidence of ERM practices and its 
effect on shareholder value. The previous study by Manab et al. (2010) with 
regard to the relationship between ERM and shareholder value in PLC was only 
based on respondents’ perception. Thus, this study used companies’ financial data 
to examine the effect of ERM on the real shareholders’ value 
 
Chapter 1 presented a background of the study regarding the research problem, 
objectives, and scope of the research, as well as the significance and motivation 
for undertaking the research.  Chapter 2 reviewed the literature on the identified 
issues for the research, and provided the overall view of the risk management 
initiative in Malaysia. Afterwards, Chapter 3 presented and justified the research 
design and methodological approach used for conducting the research. Then, 
Chapter 4 provided the empirical analyses and discussion of the findings. 
  
This chapter completes the existing research with the conclusion, 
recommendation, and future research directions. In this concluding chapter, 
several conclusions are made based on findings from the test result. Furthermore, 





Reflecting on the objectives on this study, which are; i) to determine the effect of 
MCCG compliance and Bursa Malaysia Listing Requirement towards company 
performance, ii). to examine the company’s performance post MGGCs 
implementation, and iii). to determine the influence of risk management practices 
in enhancing shareholder value, several notable findings were found and will be 
deliberated individually. 
 
On the effect of MCCG compliance and Bursa Malaysia Listing Requirement 
towards company’s performance, it is found that both MCCGs affect differently 
to companies’ performances with the earlier MCCG produces more impact 
compares to the later MCCG. Moreover, it is found that non-financial companies 
to benefit more to the implementation of the earlier MCCG compares to the 
financial companies. In the later MCCG, both samples benefited from the MCCG 
implementation with financial companies benefiting more on several focused 
ratios. 
 
In examining the post MGGCs implementation effect to companies’ 
performances, it can be concluded that both MCCGs fail to produce a lasting 
mechanism for companies’ performance. Moreover, these results are found to be 
in tandem with prior studies. Nonetheless, as in this study MCCGs 
implementation is used as a proxy for ERM implementation, these results 
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represent a significant contribution as these have not been shown in any reviewed 
prior literature either locally or abroad.  
 
Lastly, in determining the influence of risk management practices in enhancing 
shareholder value it is found that both samples are influenced by different 
variables in relation to shareholders’ wealth. An overall sample shows only a 
weak relation between the model independent variables to shareholders’ wealth. 
In non-financial companies samples, the model demonstrate an interaction to all 
variables but produce a smaller explanatory variance (Adjusted R
2
 = 0.134) 
compares to financial companies (Adjusted R
2
 = 0.243) but only have one 
significant explanatory variable. Therefore, it can be concluded that these results 
affirmed the notion that both samples are influenced by different variables in 
relation to shareholders’ wealth. 
 
As a conclusion, it can be concluded that both MCCGs implementation produces 
a noteworthy effect to the Malaysian listed companies’ performances. 
Nonetheless, both MCCGs fail to produce a lasting mechanism in ensuring 
performances sustainability. Moreover, as both samples ratio influence 
shareholders’ wealth differently, this study is unable to ascertain the most 






5.3 RECOMMENDATIONS  
The research has made a significant contribution on academic risk management 
literature and knowledge, which is so far, most of the literature, has been 
concurred by the consultant firms and professional bodies. It provides evidence on 
ERM practices and corporate governance compliance and its effect on shareholder 
value with a new data set by using MCCG as a proxy for ERM implementation.  
The research findings have practical implications for PLCs that are required to 
disclose their risk management practices in their annual reports. Whilst, in 
financial companies, there are many rules and regulations that have been imposed 
for effective risk management practices.  Moreover, the conclusion of the research 
provides benefits for the policy makers and the relevant bodies in improving or 
upgrading the existing risk management requirements and developing risk 
management standards. The risk management requirements and standards can be 
extended to other types of companies. Hence, the evidence from this study 
recommends that in order to sustain and continuously grow, the companies must 
be forced to effectively and successfully practice risk management. For this 
reason, the adoption and successful implementation of EWRM are not only driven 
by corporate governance and compliance, but also driven by best business 
practices, value creation, and survival.   
 
5.4  FUTURE RESEARCH 
This research has risen up many questions in terms of issues and methodologies, 
which need further investigation. It is recommended that further research to be 




• The technique used to improve the analysis. The researchers might 
consider the use of General Least Square (GLS) instead of Ordinary Least 
Square (OLS). In this study, it is found that some data display some 
autocorrelation problem and to meet OLS assumptions some data have to 
be omitted, hence the usage of GLS could solve this problem. Studies such 
as by Gujarati (2003); Peng (2004), and Sulong and Mat Nor (2010) have 
used this method and yield a better result. Moreover, GLS would be more 
efficient than OLS as it adjusts the variances and t-statistics (Kheradyar, 
Ibrahim & Mat Nor, 2011). 
 
• Future study/research in this area should also consider dissecting it 
samples according to sector. By dissecting samples accordingly, it is 
believed that a refine study or observation can be made as numerous prior 
studies found that different sectors have different set of ratios similarly to 
what has been found in this study. 
 
• Also suggested that in future study, researchers should incorporate 
corporate governance variables such as ownership variables, management 
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